


Indirect tax: value added tax
The vat was introduced in India 1986.   The vat in India is revenue productive.
There are two stages of calculating vat in India as in some other countries
The stages are first stage & multiple stages  
First stage: means imposing all the tax on the first stage at the manufactures level and after wards there was no tax on any stage. Due to which there was no untaxed goods in the market as the tax was imposed on their production time and there was no way of tax evasion.
Multiple levels: means imposing the tax on every level of sale.
Tax credit: it means that the tax paid by the producer in manufacturing of some good was to be credited to him at the point of sale of respected good 
For example: A manufacturer of clothes Mr. A  has paid vat on raw material say Rupees 1250on raw material of rupees 10000. He later on sold the goods to Mr. X for rupees 12000.Now on invoice he will less the amount of vat he paid on the goods.
	Particulars 
	Vat liability
	Less tax credit
	Tax to government

	A purchased raw material to manufacture cloths & paid vat @12.5%on 10000
	1250
	nil
	1250

	A sold goods to B for rupees 12000@vat of 12.5%
	1275
	1250
	25

	Total vat to government
	
	
	1275 on goods of value of 12000.



 Variants of vat
There are three variants of vat 
1. Gross product variant
2. Income variant
3. Consumption variant.                                                                                                                                                                                                                                                                                                                                                                                                                                  
Gross product variant: the gross product variant allows deductions for taxes on all purchases of raw material and its components but no deductions on capital inputs like land, machinery including their depreciations.
Income variant: it allows deductions on the raw material and components as well as depreciation on the capital goods.
Consumption variant: it allows the deduction on all business purchases including capital goods.
Methods for computation of tax
There are several methods to calculate the value added to the goods for the levy of tax the three common methods are                              
01. Addition method
02. Invoice method
03. Subtraction method
Addition method: this method aggregates all the factor payments including profits to arrive at the total value addition on which the rates are applied to calculate the tax.
Invoice method: it’s the most common method of calculating tax.  Under this method the tax was imposed at each and every level of sales and at the earlier stage the set off is allowed.
Subtraction method: under this method the tax is charged on only the value added at that stage of sales of goods.
Formulae under this method was   T    ×    R          HERE T =TAX, R=RATE OF TAX
	   100+R

ELEGIBLE FOR INPUT TAX CREDIT
· Purchase should be done only from registered seller
· Goods are for sale/resale within the state
· To be used as capital  goods required for the purpose of manufacture or resale of taxable goods

Eligible to make invoice bill
· The seller must be registered 
· The annual sales turnover must be of 5 lakh or more
· If the  dealer was not a registered one than he has to obtain the compulsorily registration for the deal
· The new dealer has 30 days to obtain the registration

Tax payer’s identification number {tin}
Every dealer must have a tin account with income tax department to get tax credit on sale of any good. It’s necessary because with this number the returns will be automatically transferred to his/her a/c and it makes it easy for tax officers to get the records easily submitted by them.

